This paper explores the macroeconomic and sectoral effects of trade in goods and trade in services on the economic performance of MENA countries for the period 1960-2011. While the MENA region has been widely neglected in the trade and growth literature, this paper offers a decomposition of MENA GDP growth in order to disentangle the contributions of both service trade and goods trade. The results show a positive association between real GDP and both service and goods trade. The interaction term between trade in goods and trade in services is negative, suggesting that as goods trade increases, the marginal effect of service trade on real GDP decreases. However, the overall effect of service trade on real GDP is positive. The decomposition of GDP growth reveals a greater impact of goods trade, however, service trade is important, and for most countries greater than the effect of tertiary enrollment.
Introduction
While the expanding importance of services in the economy has certainly been noticed, it is only recently that the international trade literature has started to study the linkages between trade in services and growth. Instead, it focused for a long time on the relationship between goods trade and growth, without reaching any empirical consensus 1 . It does not seem unreasonable to assume that some services, like certain goods, possess growth-generating characteristics. The fundamental function that many services perform in relation to overall economic growth is that they enhance the value of manufactured products and coordinate global value chains. Therefore, services trade barriers may spill over to other activities affecting the competitiveness of the entire supply chain. For this reason services trade restrictions have caught the attention of services trade negotiators. A new strand of the literature shows that countries with open services markets tend to be more competitive in manufacturing (Francois and Woerz 2008; Nordås 2010) , and that services sector reform is associated with productivity gains in downstream manufacturing firms (Arnold et al. 2011 ).
This paper explores the effects of trade in goods and trade in services on the economic performance of Middle East and North Africa (MENA) countries. Although the region has made some progress in liberalizing goods trade, it is considered as one of the most restrictive regions in services trade, with relatively high values for the Services Trade Restrictiveness Index (Brochert et al. 2012) , revealing serious competitiveness issues. Indeed, inefficient services, provided mostly by the public sector, and the high cost of key backbone services such as transport, telecommunications, storage and distribution are important factors that raise the cost of MENA exports (both services and manufacturing), while also impeding trade expansion in the MENA region.
Due to the difficulty in measuring openness, researchers have resorted to creative, sometimes complicated indicators, and most empirical growth studies have provided an affirmative answer in favor of trade liberalization (Ben-David 1993; Dollar 1992; Edwards 1998; Harrison 1996; Lee 1993; Sachs and Warner 1995; Wacziarg 1998) . However, Rodriguez and Rodrik (2001) draw attention to the fact that existing cross-national evidence should be cautiously interpreted, due to misspecification problems or the use of openness indicators that are proxies for other policy or institutional variables that have an independent detrimental effect on growth. While the state of the debate seems to be in ferment, comparable analysis depicting the impact of services trade liberalization on economic growth is sparse, mainly due to data constraints on services trade and services openness indicators, and often the best that can be done are cross-sectional analyses focusing on financial, transport and telecommunication services. The literature reveals a positive association between financial openness and growth (Francois and Schuknecht 1999; Eschenbach and Francois 2006; Bayraktar and Wang 2006) , although the dependent variables and financial openness indicators vary between studies according to data availability. Mattoo et al. (2006) construct a policy-based measure of the openness of a country's services regime for two key service sectors, basic telecommunications and financial services. They show a statistically strong positive relation between openness in financial and telecommunication services and long run growth performance. Eschenbach and Hoekman (2006) use three indicators of policy in banking, other financial services and infrastructure and show that measures of services policy reform are significantly positively related with the post-1990 performance of 20 transition economies. Another strand of the trade literature tackles the impact of transport, communication and distribution services on growth through their effects on trade costs that 1 From a theoretical point of view, the neoclassical growth theory states that the steady state rate of output growth is determined exogenously, and is therefore not affected by trade policies. In endogenous growth models, trade liberalization has a positive impact on growth only if it promotes those sectors that generate more long run growth. See Baldwin (2004) and Rodriguez and Rodrik (2001) for a literature review.
are incurred in getting goods from point of production to point of consumption. It shows that infrastructure is a significant determinant of export levels and the likelihood of exporting (Francois and Manchin 2007) and the competitiveness of potential exporters (Djankov et al. 2006) . A new strand of the literature investigates the effect of services liberalization on the productivity of manufacturing firms. Arnold et al. (2011) show a strong positive relationship between FDI in services and total productivity growth of manufacturing firms in Czech Republic. Arnold et al. (2012) show a significant positive relationship between Indian policy reforms in banking, telecommunications and transport and the productivity of manufacturing firms.
The MENA region has been widely neglected in the trade and growth literature, with the exception of some papers on the determinants of growth in the region, without emphasis on services trade (Nabli and Veganzones-Varoudakis 2004) . The focus on trade in services in the MENA region is both timely and critical. Indeed, the World Bank MENA Economic Development and Prospects report of September 2011 finds that the service sector has been an important source of value added growth and job creation in MENA countries during the latter half of the 2000s, irrespective of whether the country was an oil exporter or importer. This paper investigates the effects of services trade and goods trade on the growth performance of MENA countries. Due to serious data limitations for the region, we are restricted in the choice of the dependent variable and the explanatory variables related to services and goods trade. We use real GDP as the dependent variable along with trade volumes 2 and the theoretical growth determinants as the independent variables. We run two sets of regressions for the period 1960-2011, at the macroeconomic and sectoral levels, and then we go a step further by decomposing GDP growth to disentangle the contributions of services trade and goods trade.
The results show a positive association between real GDP and both service and goods trade. The interaction term between trade in goods and trade in services is negative, suggesting that as goods trade increases, the marginal effect of services trade on real GDP decreases. However, the overall effect of services trade on real GDP is positive. The decomposition of GDP growth reveals a greater impact of goods trade, although services trade is important, and for most countries greater than the effect of tertiary enrolment.
The paper is structured as follows: Section 2 depicts the evolution of MENA growth and trade over years. Section 3 describes the methodology adopted in the paper and the data. Section 4 discusses the results and Section 5 shows the decomposition of GDP growth. Section 6 concludes and displays some policy recommendations.
Stylized Facts
Over the period 1969-2011, economic growth in the MENA region followed, up to a certain point, the growth pattern of the World economy, showing a period of relatively high growth in the 1970s followed by a slowdown of the economic activity in the following decades. The better growth performance of MENA countries in the 1970s is largely attributed to high energy export prices. This situation has been reversed in the 1980s where the effects of the world recession in the early 1980s appear to be more pronounced for the MENA region (Figure 1 ).
High volatility is a salient characteristic of MENA growth, and was particularly pronounced until mid-1990s, in comparison with world average. It is believed to be inextricably linked to the fact that MENA countries are highly concentrated in a few sectors and thus are vulnerable to external shocks. Indeed, two-thirds of the MENA countries depend on the oil sector as the 2 The new Service Trade Restrictiveness Index database published by the World Bank would have been used to measure trade policy if it was available for all MENA countries and for a long period of time.
main source of earnings, with oil revenue accounting for almost 60% to 90% of their total export receipts and more than 60% of their GDP. Heavy reliance on oil has relentlessly exposed MENA to trade shocks and increased growth volatility over time. At the country level, the recovery from the crisis relied upon the initial conditions of the economy. Table 1 shows that GCC countries were leading the regional recovery as oil prices rebounded and the GCC financial sector was stabilizing. Growth in Kuwait reached 8.19% in 2010, a remarkable comeback, given the negative growth rate of -5.5% in 2009. Qatar was enjoying two-digit growth rates since 2006 (18.6%) with a slowdown in 2009 (to 12%) and a rebound to 18.8% in 2011. The United Arab Emirates' recovery was slower than other GCC countries, due to its high debt levels and its struggling real estate market, with only a positive growth of 1.43% in 2010, after a negative growth of -1.61% in 2009. Unlike the other GCC countries, Yemen's growth declined significantly from 7.7% in 2010 to -10.48% in 2011, due to the political crisis that hampered investment (such as the public investment program), as well as the activities of some private sectors that were unable to cover the cost of oil derivatives or private generators to provide electricity.
Developing oil exporters (such as Algeria and Iraq) also felt the impact of the crisis, and the recovery, largely through the oil price channel, due to the limited integration of their banking sectors into global financial markets (World Bank 2010). Iraq's growth rate reached 9.9% in 2011.
Oil importer countries were indirectly affected by the crisis due their connections with key markets, like the European Union and GCC countries, through trade, remittances, and foreign direct investment (FDI) flows (World Bank 2010).
The recovery in GCC countries had spillovers on other countries in the region, especially those with close economic ties through trade, remittances and financial linkages, namely Djibouti, Jordan and Lebanon. However, the feeble recovery in the euro zone had worked in the opposite direction, dragging down growth in the near term, particularly for the countries with strong links to EU markets (Jordan, Morocco, Lebanon, Tunisia). Table 1 shows that Malta and Israel were the most affected by the crisis with a negative growth rate of -2.65% for Malta and an nearly zero growth rate (0.84%) for Israel in 2009. On the contrary, Lebanon experienced high growth rate of 8% -9% after the war in 2006 until 2010, then a much slower growth rate of only 3% in 2011, mainly due to political instability.
There is hardly any disagreement about the necessity for MENA countries to rely on less volatile sources of growth that would insulate the region from adverse shocks. The recent empirical growth literature has suggested a wide list of growth determinants, with trade openness among others. Data from the World Development Indicators, 2012 show that the share of trade in MENA GDP increased substantially between 2004 (79%) and 2008 (96%), then was driven down by the financial crisis to 72% in 2009, before going up again to 84% in 2010. Figure 2 shows that in 2010, the share of trade in MENA GDP was higher than the other regions, developed ones like North America (31%) as well as developing ones like SubSaharan Africa (65%), but this is in large part due to petroleum exports. Notably, MENA trade excluding oil is at about the world average but exports alone are below the world average. Behar and Freund (2011) show that, conditioning on GDP, distance and a number of other factors, a typical MENA country under-trades with other countries: exports to the outside world are at only a third of their potential. However, intra-MENA trade is conditionally higher than extra-MENA trade. These results hold for aggregate exports, nonnatural exports and non-petroleum exports.
The share of services trade in MENA GDP is low with nearly 20%, although this percentage is higher than the other developed and developing regions (Figure 2 ). The share of exports in GDP is much lower, around 7.6%, although higher than most of the other regions and the world average (Figure 3) . Sectors like tourism, transportation, remittance, and to a lower extent, financial, transportation and telecommunication services are the driving forces behind this stylized fact (authors' calculations from trademap.org).
These figures are surprising especially that the MENA region is known as one of the most restrictive regions, at least when it comes to services trade. Brochert et al. (2012) compare the Service Trade Restrictiveness Index (STRI) between 103 countries and for 5 service sectors ( Figure 4 ). They show that MENA countries, rich (GCC) or developing, are relatively closed to trade in services. GCC countries exhibit some of the most restrictive policies observed in the sample, with a regional average STRI score of 50, and so do some developing countries, including Egypt, Iran, Saudi Arabia and Tunisia. The pattern of the Middle East being the more restrictive region holds mainly in professional services and transportation. In addition, GCC members and other MENA countries generally do not allow majority ownership and control in a foreign invested financial institution. Those trade barriers will not only have a negative impact on services trade, but also on the competitiveness of manufacturing, especially that some services such as transport and telecommunication services, as well as financial services, are complementary to goods production and exports. Table 2 shows that almost all GCC countries, in addition to Djibouti, Israel, Jordan, Malta and Tunisia exceed the region's average trade share in GDP, with the highest shares in 2010 for Malta (173%), United Arab Emirates (147%) and Jordan (117%). According to authors' calculations, Malta exhibits a comparative advantage 3 mainly in fish, crustaceans, tramway locomotives, machinery, nuclear reactors, pharmaceutical products, cereal, flour, milk preparations and products, clocks and watches, toys and games. Jordan has a revealed comparative advantage mostly in machinery, nuclear reactors, knitted or crocheted fabric, tramway locomotives, articles of apparel, paper and paperboard, beverages and vinegar, inorganic chemicals, tobacco and manufactured tobacco substitutes, salt, stone, and cement. GCC countries mainly have a revealed comparative advantage in mineral fuels and oils (Kuwait and Qatar); organic chemicals (Kuwait, Qatar and Saudi Arabia), milling products (Kuwait); dairy products, eggs, honey, edible animal products (Qatar and Saudi Arabia); essential oils, perfumes, cosmetics, furniture, lighting, miscellaneous articles of base metal, railway, tramway locomotives (Bahrain); stone, cement (Bahrain and United Arab Emirates); vehicles, live animals, tobacco and manufactured tobacco substitutes (Oman), ships and boats (Oman and Saudi Arabia); musical instruments (Qatar), plastics, soaps (Qatar, Saudi Arabia); paper (Saudi Arabia); iron and steel, wood articles, sugars, coffee, tea and spices, pearls, ceramic products (United Arab Emirates); manufactures of plaiting material, basketwork, leather, fish, crustaceans, mollusks (Yemen). The comparative advantage of Israel is in sectors like knitted or crocheted fabric, oil seed, oleagic fruits, grain, electrical and electronic equipment, pearls, miscellaneous chemical products, live trees and plants, stone, cement, pharmaceutical products. Tunisia benefits from a comparative advantage in inorganic chemicals, precious metal compound, products of animal origin, miscellaneous articles of base metal, articles of apparel, articles of leather, musical instruments, electrical and electronic equipment. 
Methodology and Data
We run two sets of growth regressions, at the macroeconomic and sectoral levels, for a sample of 21 MENA countries for the period 4 . Due to serious data constraints for the MENA region, we are restricted in the choice of our variables. All data are obtained from the World Development Indicators database at the World Bank and nominal values are deflated using the GDP deflator of 2005.
The specification of the macroeconomic regression is given by:
where it G is real GDP in country i at year t, 0  is the constant term, it X is the vector of standard growth controls for country i at year t, it R is a vector of services and goods trade real values for country i at year t.
The specification of the sectoral regression is given by:
where ijt G is the real value added of sector j in country i at year t, 0  is the constant term, it X is the vector of standard growth controls for country i at year t, ijt R is a vector of trade real values of sector j for country i at year t.
Both sets of growth regressions are based on the pioneering work of Mankiw et al. (1992) who show that international differences in income per capita are best understood with an augmented Solow model, where output is produced using physical capital, human capital and labor. Therefore, the growth controls include the natural log of real investment (lnINV), the population growth rate (popgrowth) and the tertiary enrolment rate (school). We also add the natural log of arable lands (lnLAND) to have an exhaustive production function.
In the macroeconomic regressions, our variables of interest are the natural log of service trade (lnSERVICES) and the natural log of goods trade (lnGOODS), both in real values, as well as their interaction term (lnGOODS*lnSERVICES). The latter is used to capture whether trade in goods and trade in services are complementary or substitutes in their effect on growth. Furthermore, because oil exports are the engine of economic growth for a number of MENA countries, we add a dummy variable (Oil) that takes a value equal to 1 for oil exporter countries, and 0 otherwise. We also distinguish between the effects of goods and services trade on growth for oil exporter countries by including an interaction term between the Oil dummy and the natural log of each type of trade (Oil*lnGOODS and Oil*lnSERVICES).
Due to data deficiencies, the sectoral regressions can only be run for three aggregate sectors: agriculture, manufacturing and services. Our first variable of interest is the natural log of the real value of trade (lnTRADE). To assess the effect of services on growth, we add a dummy variable (Serv) equal to 1 in case of services, and 0 otherwise, as well as its interaction with the trade variable (Serv*lnTRADE). We also add the Oil dummy and its interaction with the trade variable (Oil*lnTRADE).
To capture the partial adjustment of GDP over years, we introduce some dynamic effects into the standard panel model, by including the lagged value of GDP (value added for the sectoral regressions) among the regressors. Theoretically, this can be done as follows:
where y* is the desired level of y. By substituting the expression for y* into the other equation we obtain the following estimating equation:
Unfortunately there is a problem with the estimation of this type of model, as the lagged dependent variable will be correlated with the error term (in small samples). To overcome this, an instrumental variable technique can be used, such as Generalized Method of Moments (GMM), where the instruments can be lagged values of the variables in the original models. There are two approaches to dynamic panel models; the most common is the Arellano-Bond dynamic panel, where individual or fixed effects are accounted for by differencing the data.
To summarize, our estimable equation at the macroeconomic level is:
where is the discrepancy term, and at the sectoral level:
where is the discrepancy term. Table 3 presents the macroeconomic results for our augmented growth model. Classical variables have the expected sign and are highly significant. Both physical (captured by investment) and human capital (captured by the tertiary enrollment rate) have a positively significant effect on GDP in all specification. Land increases GDP in the fixed and random effects specifications but its effect becomes insignificant in the dynamic panel estimation. As per population growth, its impact on growth is not significant.
Empirical Results

Macroeconomic Results
Moving to the effects of trade in services and trade in goods, it is quite clear that both do increase GDP. This is in line with the previous findings of the literature according to which trade policy openness and higher ratios of trade volumes to gross domestic product (GDP) are positively correlated with growth, after controlling for a variety of other growth determinants.
In addition, the effect of trade in goods seems to be higher than the effect of trade in services.
The reason behind this finding is related to the fact that while the MENA region has significantly liberalized its trade in goods, trade in services is still facing several impediments and constraints making the effect of the latter on growth very limited. For this reason, the interaction between trade in goods and trade in services is negative and statistically significant showing that the higher the trade in goods, the lower the marginal effect of trade in services on MENA growth (see Figure 7 ). This result is surprising given the complementarity between trade in goods and trade in services. However, as it is mentioned above, inefficient services, provided mostly by the public sector, and the high cost of key backbone services such as transport, telecommunications, storage and distribution are important factors that raise the cost of MENA exports (both services and manufacturing), while also impeding trade expansion in the MENA region.
In the second set of regressions, we introduce a dummy variable taking the value of 1 when the country is a net exporter of oil and zero otherwise. We also interact this variable with trade in goods and trade in services. It is worth mentioning that the oil dummy is not significant showing that oil exporting countries do not perform much better than non-oil countries. Yet, we find that while the effect of trade in goods on growth is expected to be positive for oil exporting countries, the impact of trade in services seems to be negative. This result is associated to the fact that higher trade in goods is likely to be linked to more diversification which does impact growth in a positive way.
To decide between fixed or random effects, we run a Hausman test that checks a more efficient model against a less efficient but consistent one to make sure that the more efficient model also gives consistent results. We found that we can reject the null hypothesis (according to which the preferred model is the random effect). Therefore, since the fixed effects estimator yields consistent coefficients, we use it in the GDP decomposition presented in section 5.
To capture the partial adjustment of GDP over years, we introduce some dynamic effects into the standard panel model, by including the lagged value of GDP (value added for the sectoral regressions) among the regressors. We use the Arellano-Bond dynamic panel, where individual or fixed effects are accounted for by differencing the data. Results of this model are quite satisfactory since the lagged GDP is positive and statistically significant and the results for other variables are quite similar to the fixed and the random effects specifications 5 .
Sectoral Results
Sectoral results are presented in Table 4 . First, we notice that those are quite similar to macroeconomic results since classical growth determinants have the expected sign and are statistically significant. The only difference with respect to macroeconomic results is that population growth, a finding in line with the literature, turns to have a negative and significant impact on growth. Second, the elasticity of GDP with respect to trade is positive and highly significant (at 1%): an increase in trade by 1% leads to an increase in GDP by 0.26%. In addition, while the services sector per se does not have an important impact on growth, trade in services does have a positively significant impact on production since the interaction term is positive and significant in both the fixed and the random effect estimation.
Results of the dynamic panel model are also satisfactory since the lagged value added is positive and statistically significant and the results for other variables are quite similar to the fixed and the random effects specifications but with lower values of trade elasticities.
Therefore, we can sum-up our findings in three main points: first, trade has a positive and highly significant impact on growth; second, trade in goods has a higher impact on growth than trade in services; finally, these results are relatively robust under a battery of econometric techniques.
Decomposition of GDP Growth
Before moving to the estimated GDP decomposition to determine whether trade in goods contributes more or less to growth, we can rely on simple accounting. Figures 8 and 9 present the contribution of trade in goods and trade in services to growth in MENA region (by year and by country). Contribution to growth has been computed by multiplying the share of trade in goods (in services) to GDP by its growth rate for a particular year. Obviously, in the MENA region, trade in goods has substantially contributed to the GDP growth more than trade in services, especially after 2000 due to significant tariff cuts. In addition, in 2009, GDP declined significantly due to a large decline in goods trade as it shown in Figure 8 . Similar findings can be found in Figure 9 that plots the contribution of trade in goods and services to GDP at the country level. Most of the MENA countries are characterized by a higher contribution of trade in goods to GDP growth except Lebanon and Malta whom services sector account for 70 percent of GDP.
The models presented in Tables 3-4 help determine the relative importance of different factors in the evolution of GDP growth in MENA countries. Predicted change is calculated by multiplying the coefficients obtained in the previous section by the change in the explanatory variable throughout a given sub-period. We split our analysis in two main subperiods: 1980-1999 during which several MENA countries implemented economic reforms and structural adjustment programs, and 2000-2010 during which significant trade liberalization efforts have been deployed. Tables 5 and 6 show the results of the contribution of trade in services and trade in goods to GDP growth for the MENA region in general as well as for specific MENA countries. It is worth mentioning that, according to the fixed effect estimation, while trade in goods explains around 45% of the GDP growth during the period 1980-1999, trade in services account for 30.3%. The difference is more pronounced over the period 2010-2010 since they contributed by 54% and 25% respectively. By observing the decomposition using the Arellano-Bond estimations, we get higher contributions of trade in goods compared to the fixed effects method (58% during the first sub-period and 66.5% during the second).
Similar conclusions can be drawn from Table 6 that shows the decomposition at the country level. On the one hand, trade in goods contributed more to GDP growth for most of the countries. On the second hand, this contribution increased in the second sub-period as compared to the first one for all countries except Algeria, Malta and Palestine. Furthermore, some countries experienced a reversal in goods and services contributions such as Egypt and Oman. Whereas trade in goods contributed by more than 60% and 45% over 2000-2010 for Egypt and Oman respectively, trade is services contribution declined to 24% (down from 47% and 45% over 1980-1999) 6 .
Conclusion and Policy Recommendations
This paper investigates a timely and critical question for the MENA region, the effects of services and goods trade on GDP growth. Due to serious data limitations for the region, we choose real GDP as the dependent variable and we include the theoretical growth determinants along with trade volumes as the independent variables. We run two sets of regressions for the period 1960-2011, at the macroeconomic and sectoral levels, and go a step further by decomposing GDP growth to disentangle the contributions of services trade and goods trade.
The macroeconomic and sectoral regressions lead to quite similar results, revealing a positive association between real GDP and both services and goods trade. The interaction term between trade in goods and trade in services is negative, suggesting that as goods trade increases, the marginal effect of services trade on real GDP decreases. However, the overall effect of services trade on real GDP is positive. The decomposition of GDP growth shows a greater impact of goods trade, although services trade is important, and for most countries greater than the effect of tertiary enrolment.
The policy implication is clear. Regulatory reforms that reduce trade barriers, including entry and operating costs for foreign services providers, should stimulate investment and output, with positive employment effects. Growth volatility, high unemployment, debt and budget deficits across the region all argue for serious efforts at structural reforms of which trade liberalization in general, and services liberalization in particular, are keys.
This investigation can be useful in view of the Euro-Mediterranean and other WTO negotiations on goods and services liberalization in the MENA region. Policymakers can benefit from such studies to pursue the negotiations especially for services liberalization. This is particularly important since trade (including investment) policy has an important contributing role to play in helping countries harness the economic benefits emanating from the services integration. For this reason, governments at all levels of development today recognize the vital role that an efficient and vibrant services industry plays in the process of economic and social development. 
